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BASIC DATA 


Area, Population, and GDP per capita 


Area 72,326 sq. kilometers (27,925 sq. miles) 
Population: Total (1978) 3.20 million 
Growth Rate 2.6 percent 
Density Approximately 146 persons per sq. 
mile 
GDP per capita (1979/80) U.S. $280.4 at current Factor Cost 
GDP per capita (1979/80) U.S. $127.4 at constant Factor Cost 


% Change 


A B Cc 
Gross Domestic Product & 1977/78 1978/79 1979/80 C/B 
Apparent Consumption 
GDP at constant Factor Cost 371.6 378.7 387.6 2.4 
GDP at current Factor Cost 714.2 818.4 999.1 222) 
Apparent Consumption 796.1 894.9 1,206.8 34.9 
Central Government Finance 
(fiscal year July-June) 1977/78 1978/79 1979/80 


Total Revenue 157.5 169.3 196.3 

Total Recurrent Expenditure 132.1 162.7 183.0 

Development Expenditure 20.1 40.8 48.3 

Extra Budgetary Expenditure 83.8 77.6 84.8 
(including OAU) 

Overall Deficit -78.6 -111.7 -119.8 


Balance of Payments 
(calendar sary 1978 1979 1980 


Goods, Services & Transfers -120.1 -116.5 -138.0 
Exports, F.0O.B. 209.2 225.3 217.4 
Imports, F.O.B. 291.1 301.8 425.1 
Capital Account (NET) 20.5 30.9 34.5 
Overall Balance (NET) -64.2 -43.1 -91.5 


Rate of Inflation 1978 1979 1980 


Consumer Price Index 272.0 329.8 366.4 
(1961=100) 


Trade with the USA 
(calendar year) 1978 1979 1980 


Exports to the USA* 69.8 85.7 77.0 -10.2 
Imports from the USA 15.9 15.9 20.8 30.8 


Sources - International Monetary Fund, Sierra Leone authorities, World Bank and 
U.S. Department of Commerce 
Rates of Exchange - 1978, Lel.00=US$0.9523; 1979, Lel.00=US$0.9453; 
1980, Lel.00=US$0.9500 


Due to the manner in which trade statistics are calculated, diamond purchases 
made from the cso in London by U.S. buyers are considered as imports from 
Sierra Leone. Sierra Leone, however, considers these diamonds as exports to 


Great Britain and not the U.S.A. U.S. Department of Commerce figures are used 
in this report. 





SUMMARY 


Sierra Leone is a country in which about 70 percent of the 
population is involved in agriculture, primarily for subsis- 
tence purposes. A minerally rich country, Sierra Leone has 
relied upon the mining sector in general and diamonds in 
particular as the engine of the economy. The country 
experienced slow rates of growth in the 1970's, with more of the 
same in store for the early 1980's due to a decline in the 
mining sector that has eroded its export base. The sizable 
balance of payments deficits in the past three years, including 
the deficit budgeted for the current fiscal year, resulted from 
worldwide inflation, particularly in the price of oil; the 
recession in the United States, which had a crippling effect on 
the price of diamonds as the United States is the world's larg- 
est market for gem quality diamonds; declining diamond produc- 
tion; setbacks in local rice production requiring rice imports 
much greater than traditional levels; expenditures related to 
the hosting of the 1980 Organization of African Unity (OAU) 
Conference and the 1981 Economic Community of West African 
States (ECOWAS) Conference; and the depreciation of the leone 
vis-a-vis the dollar. Sierra Leone's short-term prospects 
depend heavily upon a continued flow of external assistance, 
including the International Monetary Fund's (IMF) program to stabilize 
the economy. Structural reforms envisioned under the IMF 
program may significantly improve Sierra Leone's prospects for 
the mid to late 1980's. 


CURRENT ECONOMIC SITUATION AND TRENDS 


OVERVIEW OF THE ECONOMY: Sierra Leone's economic health, which 
is not good, has suffered from internal and external problems, 
many of which are beyond the control of the Government and, 
therefore, not amenable to easy solutions. The principal 
factor affecting the current economy has been a lack of foreign 
exchange for the adequate supply and maintenance of established 
commercial/industrial enterprises and for the undertaking of 
improvements in infrastructure that would stimulate new economic 
activity and raise the quality of life in this poor and strug- 
gling country. The foreign exchange situation has been caused, 
for the most part,by reductions in earnings from the diamond 
industry, combined with the high cost of oil imports. 


In past years, although Sierra Leone's diamond output under the 
Alluvial Diamond Mining Scheme continued to show a steady decline 
in the number of carats produced, the rising price of diamonds 
worked to actually increase overall revenues. In 1969, for 
example, recorded diamond production in Sierra Leone peaked at 
1,937,000 carats to drop to only 592,017.88 in 1980. Production 
figures for 1981 have so far continued their historic decline. 
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In 1980, for the first time in a long time, there was an 

actual decline in diamond earnings over the previous year. 
Diamond prices in calendar year 1981 have remained soft, making 
a second straight year of reductions in diamond earnings virtu- 
ally inevitable. Diamond earnings for 1980/81 were 22 percent 
lower than during 1979/80. The reduction in diamond earnings 
has serious consequences as the diamond sector continues to be 
Sierra Leone's primary source of foreign exchange earnings, 
accounting for approximately half of all export earnings. 


Starting in 1982, the Government expects to commence mining of 
diamond-bearing kimberlite ore. By 1984 the decline in dia- 
mond production should be halted and even reversed somewhat, 
despite the accelerating depletion of alluvial diamonds, as 
diamond production from kimberlite ore takes over. An agree=- 
ment for the exploitation of kimberlite deposits is expected to 
be concluded by the end of 1981. The kimberlite project will 
require an investment of approximately $100 million. 


Compounding the deteriorating foreign exchange picture caused 

by declining revenues from diamond exports has been the dis- 
appointing performance of the agricultural sector. While the 
production of export crops remained stable, the value of the 

main agricultural exports, coffee and cocoa, declined 10 percent 
in 1980/81, as compared with export earnings from those two crops 
in 1979/80. Taken together, diamonds and coffee exports accounted 
for more than half of Sierra Leone's foreign exchange 

earnings in fiscal year 1980/81. Another measure of the impor- 
tance of diamonds and coffee to the economy is the fact that they 
accounted for 45 percent of the shortfall in 1980/81 export 
earnings, as compared with export earnings reported for the 1979/80 
year. Overall export earnings fell by 20.2 percent in 1980/81, 
when compared with the previous fiscal year's totals. 


In addition to receiving less for its agricultural exports, 
Sierra Leone's level of food imports, particularly of rice, its 
Staple food, has been increasing. This stems from a combination 
of increasing market (urban) demand and stagnating production, 
the latter a result of recent insect crop damage, unfavorable 
weather and inadequate production incentives. Despite relatively 
favorable growing conditions, government emphasis on rice produc- 
tion, and aid to the agricultural sector through the World Bank 
and other multilateral and bilateral donors, rice and other 
agricultural imports will probably continue to require signifi- 
cant allocations of foreign exchange in the medium term at the 
expense of more productive investments. 


Moderating the effect of the above factors in reducing foreign 
exchange availability has been the performance of the non-diamond 
segments of the mining industry. Both bauxite and rutile exports 
rose significantly in 1980/81. However, rutile and bauxite 
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exports combined still equaled only 21 percent of the value of 
diamond exports. While bauxite and rutile output is expected 

to increase significantly in the coming year, a ceiling effect 
on production levels will come into play thereafter. It is hoped 
that bauxite ore production will be increased from 765,600 metric 
tons (56 percent Alj03) in 1980 to 1 million metric tons per 

year by the end of 1982 in response to planned expansion by The 
Sierra Leone Ore and Metal Company (SIEROMCO), a wholly owned 
subsidiary of Alusuisse, the Swiss Aluminum Company. Sierra 
Rutile, Ltd.,is also wholly foreign owned, with Bethlehem Steel 
being the major shareholder. It is expected that Sierra Rutile's 
1981 production will be approximately 62,000 metric tons (over 

95 percent Ti02), as compared with 47,497 metric tons produced in 
1980. Production for 1982 is expected to be between 75,000 and 
80,000 metric tons, close to Sierra Rutile's designed capacity. 


FOREIGN ASSISTANCE: Sierra Leone has received substantial 
economic assistance from multilateral financial institutions, 
Development Assistance Countries (DAC) of the West andthe 
People's Republic of China. Major assistance projects to 
increase agricultural productivity and facilitate the movement 
of farm produce to urban markets are being undertaken by the 
World Bank's International Development Association (IDA), the 
European Economic Community's European Development Fund, the 
United Nations Development Program, the International Fund for 
Agricultural Development, the African Development Bank, the 
African Development Fund, the OPEC:Fund for International 
Development, and the Commonwealth Secretariat. Major bilateral 
donors on similar projects are the Federal Republic of Germany, 
the United Kingdom, the Netherlands and the United States. The 
centerpiece of the United States AID program of bilateral assis- 
tance is the Adaptive Crop Research and Extension (ACRE) Project, 
being jointly implemented by the Ministry of Agriculture and 
Forestry and Njala University College. The Kuwait Fund for Arab 
Economic Development is also in the final stages of commitment 
to two major projects. Various private and public voluntary 
agencies such as CARE, Catholic Relief Services, Canadian 
University Services Overseas, the British Voluntary Service 
Overseas and the Peace Corps are also active in assisting the 
agricultural sector and rural population. 


Sierra Leone's entire road building and road maintenance program 
is highly dependent upon grants and concessional loans from the 
multilateral institutions and countries listed above. This 
on-going program includes the building of unsurfaced feeder roads 
designed to link farms with markets, as well as the building, 
upgrading and maintenance of major routes uniting Sierra Leone 
with Liberia and providing access to Sierra Leone's agriculturally 
rich but hard to reach interior. 


Sierra Leone's dependence upon external sources for the financing 
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of development projects is readily seen from the fact that of 

the Lel25.9 million in development expenditures planned for 

fiscal year 1981/82 only Le25.7 million is to be funded out of 
domestic resources. The balance of Lel00.2 million (approximately 
$84 million) for Sierra Leone's 1981/82 development budget will 
have to be financed out of external resources consisting of 
bilateral and multilateral loans and grants and from other external 
borrowing. The 1981/82 development budget, in total figures, 
compares very favorably with Le72.6 million actually expended on 
development in the previous year. 


Huge government deficits (nearly one quarter of total expendi- 
tures planned for 1981/82) and balance of payments problems 
brought on by world-wide inflation and recession, the high cost 
of imports in general and oil in particular, declining export 
earnings and decisions to subsidize wholly or in part such things 
as health care and electric power have mace it necessary for the 
Government of Sierra Leone to seek major assistance from the 
International Monetary Fund. After the October 1980 termina- 
tion of a one year stand-by arrangement valued at SDR 17 million, 
a three year medium-term program was approved by the IMF early in 
1981, providing an Extended Fund Facility (EFF) and Special Fund 
Facility (SFF) valued at SDR 162.7. This figure is to be raised 
ultimately to SDR 186 million, equivalent to 400 percent of 
Sierra Leone's quota of SDR 46.5 million, once the Fund itself is 
able to confirm additional resource commitments. Sierra Leone 
began drawings on the facility in April 1981. Key features of the 
IMF stabilization program include restrictions on credit expansion, 
containment of the overall budgetary deficit, reform of the tax 
system, intensification of efforts to maximize the surrender of 
foreign exchange receipts and to liberalize the import licensing 
system, and continuation and expansion of production and invest- 
ment programs in the agricultural, mining, energy and transport- 
ation sectors of the economy. Among the principal investment 
projects announced within the IMF program are an intensification 
of rice production, continuation of IDA-supported Integrated 
Agricultural Development Projects, and final negotiations for the 
commencement of kimberlite diamond mining and the Bumbuna Hydro- 
electric projects. The IMF program is essential to getting 
Sierra Leone through its short-term financial difficulties, and 
an uninterrupted flow of drawings over the life of the program 
will be indispensable in keeping Sierra Leone's foreign exchange 
pipe line from lengthening to the point where suppliers simply 
refuse to do business. 


FUTURE HOPES: There are several things on the horizon for 
Sierra Leone that represent bright hopes for the future should 
present dreams come to fruition in the mid to late 1980's. 

All have to do either with the extraction of natural resources 
or the provision of hydroelectric power which would, as one of 
its primary benefits, encourage further exploitation of natural 
resources. 





A consortium of American oil companies, with Mobil Exploration 
as the operating partner, is searching for oil off the coast of 
Sierra Leone. Exploration, including drilling, is expected to 
be completed during the first half of 1982. Based on some 
encouraging preliminary findings, Sierra Leone has high hopes 
of joining the growing number of West African countries which 
have discovered oil. However, until exploration is completed, 
any talk of oil remains in the realm of speculation. Neverthe- 
less, the discovery of oil or gas in almost any quantity would 
be a resuscitating shot in the arm for Sierra Leone's economy. 


The Government is also looking to development of a gold mining 
industry to provide relief in a direct way to foreign exchange 
problems. In August 1981, a gold policy was enacted making the 
Bank of Sierra Leone the sole purchaser and exporter of allu- 
vial gold. While many important elements of the gold policy 
still need to be clarified, it is unlikely that the recent 
proliferation of relatively small alluvial gold mining companies 
will end soon. By referring only to alluvial gold in its announ¢ed 
policy, the Government is for the time being allowing the 
development of deep mining operations with fewer regulations. 
There are currently only two attempts at deep mining of gold 
underway. Both are joint ventures in which an American company 
is in partnership with another foreign firm and both are still 
in the exploratory stages. Any possible production from these 
two ventures in deep mining, which requires much greater capital 
outlays than are required to mine gold alluvially, would not be 
expected until about 1984. 


In July 1980 the Marampa iron mines reopened after being closed 
since 1975. The mines are to be operated by the Austrian State- 
owned firm of Austro Minerals Voest Alpine. The new mining 
company, Marampa Iron Ore Mining Company Limited, which replaced 
the now defunct Sierra Leone Development Company (DELCO), is 
wholly owned by the Government of Sierra Leone. The first ship- 
ment of one-half million metric tons of iron ore concentrate is 
expected to be made in 1982, a year ahead of schedule. When 
operating at capacity, the mines are expected to produce annually 
1 million tons of ore for export. 


Sierra Leone is seeking the simultaneous development of two 
major hydroelectric projects, the Bumbuna Hydroelectric Project 
and the Mano River Union Basin Development program. The Mano 
River project, located on the Mano River bordering Sierra Leone 
and Liberia, would supply power to Liberia as well as Sierra 
Leone and is the largest venture being attemped by the Mano 
River Union (MRU). (The MRU is composed of Liberia and Sierra 
Leone, the charter members, and Guinea, which acceded to the 
MRU in 1981.) The MRU project will cost about $277 million. 
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The Bumbuna project, which will supply all of its power to 
Sierra Leone, is located at the picturesque Bumbuna Falls in 

the north central part of the country on the Seli River. 

Phase one (of four presently envisaged) of the Bumbuna project 
will cost approximately $375.5 million. Both projects will 
depend upon foreign sources for the major portion of needed 
funds. The Government of Sierra Leone hopes to get the 

Bumbuna project underway by the end of 1981. While both 
projects require extensive capital outlays, there is no 

question that their successful completion in the mid to late 
1980's would reduce oil imports and improve the profitability 
of the major operations in the mining sector, which depend so 
heavily on diesel-powered generators. Moreover, power provided 
by Bumbuna could be used to open an alumina plant under consider- 
ation by Alusuisse in the Port Loko area to take advantage of a 
bauxite deposit which has recently been discovered there. 
Similarly, power from the Bumbuna project might make it feasible 
to exploit the rich iron deposits in Tonkolili which, because of 
the presence of other minerals, require pelletizing. 


IMPLICATIONS FOR AMERICAN BUSINESS: While foreign investment is 
officially encouraged by the Government of Sierra Leone, certain 
aspects of Sierra Leone's business climate are either discourag- 
ing or give reason for American investors to proceed with caution. 
The Government of Sierra Leone welcomes foreign investment through 
the provision of investment incentives to both wholly foreign-owned 


and joint ventures. Although the “Development of Industries Act 
of 1960" is outdated, the Government is in the final stages of 
writing a new Industrial Development Code which will give 
particular attention to the establishment of agri-based indus- 
tries using domestic raw materials. Currently, American invest- 
ment is concentrated in the mining sector. Out of a total 
investment by U.S. sources of about $75 million, over 93 percent 
is invested in Sierra Rutile, Ltd., a Bethlehem Steel/Nord 
Resources rutile mining venture in Sierra Leone's Southern 
Province. The Government's policy in the mining sector is for 
Sierra Leoneans to have controlling equity interest in all new 
mining operations. Other U.S. companies in Sierra Leone include, 
Mobil Oil (S.L.), Ltd., Texaco Africa, Ltd., Seaboard West Africa, 
Ltd., Diamond Distributors, Inc., Sierra Leone Diamonds, Sterling 
Products International, Louis Berger International and Aracca 
Petroleum Corp. All major American companies represented in 
Sierra Leone are insured by the Overseas Private Investment 
Corporation (OPIC). 


Current legislation permits, upon approval of the Bank of 

Sierra Leone, the transfer of dividends, principal and interest 
payments. Because of limited foreign currency reserves, the 
Bank's foreign exchange pipe line currently requires about nine 
months before currency conversion is completed. Some U.S. firms 
have waited up to two years to receive interest payments, but in 
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fairness,it should be noted that they represent special cases. 
However, an equally worrying foreign exchange problem centers 

on the ability to import raw materials. One U.S. firm, depen- 
dent upon imports of raw material from the United States, has 

been forced to reduce sharply its local production, because of 
difficulties in getting foreign exchange allocations. 


Local business practices include an uncomfortably high inci- 
dence of influence peddling and bribery, known as "dash." 
Although U.S. business people in certain industries claim it is 
almost impossible to do their particular business legally in 
Sierra Leone, the Embassy believes a no-nonsense approach and 

the aid of a good local partner or consultant are sufficient to 
avoid local pitfalls and undue concern over limitations imposed 
by U.S. Corrupt Practices legislation. To be sure, some frus- 
trations and expense may be experienced due to the ability of low- 
level officials to temporarily withhold their services, but such 
frustrations usually represent no more than minor setbacks. 

For investors interested in local manufacturing, another problem 
to be dealt with is theft of merchandise by employees or out- 
siders, as the many street vendors provide a convenient way to 
fence stolen goods. However, a combination of adequate security 
measures and a conscious effort to instill company loyalty should 
keep the problem under control. 


Low wage rates, a high level of unemployment, the pressures of 


obligations to extended families, the erosion of real income 

and a steadily climbing cost of living are major causes of the 
system of dash and the relatively high incidence of theft. These 
same factors place a question mark, in the minds of some observers, 
on the economic and political stability of Sierra Leone. Since 
its independence in 1961,Sierra Leone has had three successful 
coups and a number of unsuccessful attempts. There has also been 
one major realignment of political parties. The latest measure 
of note was the invocation by the Government of a State of 
Emergency for 90 days with effect from September 1, 1981, as a 
measure to control the effects of a general strike called by 

the Sierra Leone Labor Congress in support of a list of economic 
and social demands. Since 1978 Sierra Leone has been a one- 
party parliamentary democracy friendly to the United States. 
Throughout its history as an independent country,it has been 
oriented toward the West; no American firm has ever been 
expropriated or nationalized, and American firms have continued 
to enjoy all the rights and privileges laid down in the laws of 
this land irrespective of changes of government. 


The United States is a major recipient of Sierra Leone's 
diamonds, rutile, coffee and cocoa, purchasing about 35 percent 
of its total exports in 1980. (Sierra Leone's foreign trade 
figures do not fully record the amount of its exports to the 





10 


United States as diamonds passing through the Central Selling 
Organization (CSO) in London are considered to be exports to Great 
Britain. U.S. Department of Commerce trade figures, however, 
include diamonds sold by the CSO as Sierra Leonean exports 

to the United States, since no value has been added.) Imports 
from the United States amount to only about 4.9 percent of 
Sierra Leone's total imports. The recent strength of the 
dollar vis-a-vis all other currencies, the hesitancy of U.S. 
suppliers to ship without confirmed letters of credit and 
periodic delays in delivery of ocean freight from U.S. ports 
may continue to hamper growth in U.S. exports to Sierra Leone 
in the short run. However, a growing number of Sierra Leoneans 
educated and trained in the United States and an increased 
awareness of and preference for U.S. products offer hopes for 
growth in U.S. exports to Sierra Leone if U.S. business 

People become more aggressive and show greater<interest 

in doing business with Sierra Leone. 


The best prospects for U.S. exports are in machinery, 
manufactured products, and foodstuffs. Sierra leone's road 
building and maintenance program requires new purchases of 
heavy road equipment. Should some of the major projects 
envisioned get on their way, the demand for road graders, 

bull dozers, heavy trucks and rollers, etc., will be much 
greater. In early 1980 the Sierra Leone Produce Marketing 
Board (SLPMB), which has its own foreign exchange from the 
export of agricultural commodities, paid over $8 million for 

one large order of Romanian tractors for the nation's Crash 
Rice Production Program. Opportunities for further tractor 
sales to SLPMB may still exist, as well as an untapped demand 
for small tractors for sale to private farmers. SLPMB and the 
Ministry of Agriculture and Forestry also provide opportunities 
for the sale of fertilizer and agricultural chemicals. A small 
market also exists for feed corn, wheat and rice. Sierra Leone's 
developing fisheries industry is a ready market for the sale of 
fishing and shrimping trawlers. A number of new and used 
American trawlers were purchased in the past year and the 
market appears capable of absorbing more. U.S. textiles have 
captured the local market and should continue to maintain their 
dominance over other competing suppliers. 


For American investors there are some attractive prospects in 
mining, manufacturing and agribusiness. While the Government 
would prefer to see alluvial gold mining controlled by 
indigenous firms or individuals, joint ventures with up to 49 
percent equity are nevertheless possible. However, U.S. 
investors will probably have to supply equipment and cover 
mobilization costs. An open door remains for U.S. firms 
interested in making the major investment required for deep 
gold mining. As noted earlier, deep gold mining is not 
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encumbered with the same regulations and restrictions that 
exist for alluvial gold mining. Although Sierra Leone's 
market is small, the country's membership in the Mano River 
Union and in the Economic Community of West African States 
(ECOWAS) provides a much larger market for light manufactur- 
ing based in Sierra Leone. One American pharmaceutical 
company has taken advantage of this fact to export some of 
its local production to Liberia. The hard currency received 
in payment provides virtual assurance that adequate foreign 
exchange allocations for the importation of raw materials 
will continue. Other Sierra Leonean firms have also had 
success exporting their products to MRU and ECOWAS countries. 
Another manufacturing possibility could be the use of 
Freetown's many skilled garment workers to stitch pre-cut 
garments for re-export to the United States or other markets. 
Freetown's garment workers could provide such a business with 
cheap labor that would require very little training. 
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trade and investment conditions and opportunities. 
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U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 
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both series today. 
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